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PREFACE 


This document is designed to assist Canadians to participate in 
the consultative process on child and elderly benefit programs 
initiated in the November 8 economic statement. 

Through it, | invite all interested parties, whether individual 
Canadians, organizations concerned with social policy, business, 
labour or provincial governments to consider how we can ensure 
greater fairness in the distribution of benefits from these programs 
without disturbing the universality of Family Allowances and the Old 
Age Security pension. 

Those interested in commenting on the paper may make their 
views known to me or to the standing parliamentary committee on 
Health, Welfare and Social Affairs to which this document is being 
referred. The views expressed by Canadians in this process will be 
taken fully into account before program changes, if any, are 
implemented. 


Jake Epp 
Minister of National Health and Welfare 
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| Why are Social 
Benefits Being 


Reviewed? 


In the Economic and Fiscal Statement of November 8, 1984 and 
the accompanying paper entitled A New Direction for Canada: An 
Agenda for Economic Renewal, which is often referred to as the 
Agenda Paper, the federal government outlined a series of key policy 
areas on which it desires to consult all Canadians, including 
consultations in the general area of social policy. The purpose of this 
document is to continue and to facilitate the process of consultation 


on the subjects of child benefits and elderly benefits. 


The Agenda Paper introduced the process of consultation in the 


following way: 


“It is being increasingly suggested that a review of existing 
social programs is necessary to ensure that the govern- 
ment’s social policies are sensitive to the continually chang- 
ing needs of Canadian society. 


“The government agrees that a frank and open discussion is 
timely, and that there is considerable scope for improving 
and redesigning social programs based on the twin tests of 
social and fiscal responsibility. Social responsibility dictates 
that wherever possible, and to a greater extent than is the 
case today, scarce resources should be diverted first to 
those in greatest need. Fiscal responsibility suggests that the 
best income security is a job, and that government expend- 
itures must be allocated to provide immediate employment 
opportunities and better ensure sustained income growth.’ 


From the outset, the government wants to state again, as it has 
done a number of times in recent weeks, that in reviewing child and 
elderly benefits, the government’s twin tests of social responsibility 


and fiscal flexibility will be guided by the following principles: 
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2. 


The concept of universality is a keystone of our social safety 
net. Its integrity must not and will not be called into 
question. 

The concept of a means test to determine eligibility for 
selective benefit programs is not appropriate. Eligibility for 
these programs, such as the Child Tax Credit and the 
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Guaranteed Income Supplement, will continue to be 
determined on the basis of taxable income. 

3. Any savings which may result from program changes will 
not be applied to a reduction of the deficit. 


The objective of this paper and the discussion which will follow 
is to pursue, within the frame of reference created by these 
principles, questions about the design of child benefits and elderly 
benefits so as to determine how they should be maintained or 
changed to meet current needs. It is recognized that, with regard to 
some kinds of change which may be considered, effective im- 
plementation would require considerable time for adjustment. It is 
of course accepted that this consideration would be given full weight 
in decisions which may flow from the discussion. 


li How the Present 


System Works 


It should be stated at the outset that the government regards the 
present system as a good one, which is working well. The object of 
the present review is not to make radical changes in it, but to 
determine whether modifications or refinements can be identified 
which would make it work even better. 

Child benefits and elderly benefits have evolved over many 
years and are composed of a mixture of tax provisions and direct 
payments to persons. Child benefits include Family Allowances, the 
child tax exemption and the Child Tax Credit. Elderly benefits are 
composed of Old Age Security, the Guaranteed Income Supplement 
and the Spouse’s Allowances programs, and two tax provisions — the 
age exemption and the pension income tax deduction. More 
complete descriptions of these programs are presented in Annexes A 
and B respectively, and their costs to the federal government are 
summarized in Annex C. 

Family Allowances (currently $31.27 per month per child) and 
Old Age Security (currently $273.80 per month) are universal 
programs which are available to residents of Canada independent of 
the recipient’s income. The benefits are taxable and are indexed to 
the cost of living. As taxable benefits, Family Allowances and Old Age 
Security are of greatest value to low-income recipients and of 
progressively lower value as income rises and becomes subject to 
taxation at higher marginal tax rates. 

The refundable Child Tax Credit, the Guaranteed Income 
Supplement and Spouse’s Allowance program are selective 
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programs in which the level of benefits is determined according to 
family income. Above specified income thresholds assistance is 
phased out gradually. Thus these programs target assistance to low- 
income elderly persons and to low- and modest-income families 
with children. 

The tax exemptions and deductions, i.e. the child tax exemption, 
the age exemption, and the pension income deduction, reduce 
taxable income and thus provide benefits in proportion to the 
applicable marginal tax rate in the taxpayer’s highest tax bracket. 
They are therefore regressive, in that low-income persons receive 
little or no benefit from these provisions while greater benefits are 
received by those with higher incomes. 

Child benefits currently received at selected income levels are 
shown in Table 1 appearing in Annex A. Similarly, the profile of 
benefits received by a single elderly person and a married elderly 
couple are displayed in Table 2 in Annex B. 


Ill The Flexibility of 


Social Programs 


The circumstances of families with children and of pensioners 
evolve continuously. The programs aimed at serving these groups in 
our society, however, cannot always adapt automatically to these 
changing circumstances. It is thus necessary, from time to time, to re- 
assess these programs in order to define new directions which are 
sensitive to Current requirements of all Canadians. The present 
review is not the first to have taken place. Indeed, over time, there 
has been a constant and conscious attempt to ensure that the child 
and elderly benefits programs remain in line with objectives which 
Canadians support. 

Since their introduction, both of these benefits programs have 
been altered on many occasions. Complete chronologies of the 
important changes are included in Annexes A and B. While program 
enrichments have been the general rule, other changes, particularly 
when the country has been faced with resource constraints, have 
included reallocation between program components and even 
program reductions. Examples include the de-indexing of Family 
Allowances in 1976, the reduction of Family Allowances in 1979 
coupled with the implementation of the Child Tax Credit, the 6&5 
program (which limited indexing of both Family Allowances and Old 
Age Security while protecting those in greatest need), and the 1983 
budget initiatives which froze the child tax exemption and the point 
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at which the Child Tax Credit begins to decline, and maintained the 
value of the credit at an enriched level to compensate low and 
middle income families. 

The most recent change to the elderly benefits programs was 
announced in the Economic Statement of November 8, 1984. The 
government announced its intention to extend the Spouse’s Al- 
lowance to widows and widowers between the ages of 60 and 64, 
starting in the fall of 1985. This will benefit an additional 85,000 
Canadians and will cost slightly less than $200 million in 1985-86. 

The existing pattern of child benefits has prompted questions by 
various groups about the fairness of the programs, as suggested in 
the Agenda Paper. For example, the child tax exemption involves a 
substantial cost in revenue foregone; in the face of other pressing 
social needs, including family violence and the plight of single 
parents, is it fair to retain it in its present form when it is of little 
assistance to low-income families? Is it fair to provide benefits of 
more than $500 per child to families with income in excess of $45,000 
per year, as can be seen in Table 1 in Annex A? Should families in the 
$20,000 — $30,000 range receive larger benefits than those with 
incomes below $10,000, as they do now? Should the Child Tax Credit 
be increased and be more directly targetted to lower income 
groups? . 

It is possible to speculate in the same way on whether fairness in 
the distribution of elderly benefits, which already reflects a commit- 
ment to providing more for those in greatest need, could be further 
strengthened. However, changes in this area should be approached 
with caution, for two reasons. First, proposals for some redirection of 
benefits now available to high income pensioners, designed to 
improve benefits for those in greater need, should not unduly 
penalize those who have taken prudent initiatives to save for their 
retirement. Secondly, those who have not yet reached retirement 
should be able, in connection with any changes which may later 
apply to them, to adjust their patterns of saving or other plans, 
and this requires that changes in this area be phased in over a 
considerable period of time. 


IV The Government’s 
Current Approach to 


Reform 


Since the publication of the Agenda Paper, there has been 
considerable public discussion of these and other similar 
approaches. Reviewing the various suggestions in the light of the 
principles enunciated at the outset of this paper, the government has 
come to anumber of conclusions bearing upon, and limiting tosome 
degree, the range of choice available. These conclusions, which in 
the government’s view should guide the consideration of particular 
options for change in the child and elderly benefits programs, are as 
follows: 


@ The foundation of both these systems is their universal base 
payment — in the case of child benefits, the Family 
Allowance; in the case of elderly benefits, the Old Age 
Security pension. 

@ The concept of a universal base payment which is taxable, 
and thus varies its after-tax benefits progressively (i.e. the 
higher the income, the lower the net benefit), is a sound 
one and should not be disturbed. 

@ A special surtax on Old Age Security payments to recover 
more of the benefit paid to upper income pensioners would 
seriously disrupt our retirement income system, both for 
current pensioners and those now planning for retirement, 
and would unduly penalize those most affected by reason 
of retirement income resulting from private savings in 
earlier years. 

@ Aspecial surtax on Family Allowances paid to upper income 
families would not entail so great an adjustment, or involve 
so much of a disruption to those now raising children or 
planning to do so, and thus should not be arbitrarily 
excluded from consideration in the review process as part 
of a reform package. 

@ The various tax exemptions and deductions are the most 
regressive components of the existing system and are, 
therefore, those deserving most careful scrutiny in examin- 
ing the existing system. 

@ Changes in these programs which may result from this 
review should improve benefits for those most in need. 
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@ Any net savings which may then remain, whether resulting 
from reductions in expenditure or additional revenues, 
should be applied to other priority concerns in the social 
affairs envelope. No such savings should be transferred to 
deficit reduction. 

® No further expenditures additional to those already budg- 
etted will be undertaken in 1985-86, on programs to provide 
social benefits, except where these can be funded by re- 
allocating resources already committed for programs in the 
social field. 

@® Within the frame of reference provided by the foregoing 
guidelines, the government is prepared to consider sug- 
gestions brought forward in the consultative process on all 
other matters relating to these programs, including levels of 
income and family situations where the total net benefits 
might be raised or lowered, the mechanisms by which such 
changes might be implemented and the timing of their 
introduction. 


V Options for Change 


Clearly any reasonable option for change in either child benefits 
or elderly benefits must involve a change in more than one 
component of the “package” concerned. As a result, the theoretical 
options which can be advanced for discussion purposes are very 
numerous and, in some cases, quite complicated. In order to facilitate 
a relatively focussed but nonetheless open and constructive discus- 
sion of the issues and possibilities, the government has decided to 
put forward, for purposes of consultation, an optional model for the 
reform of child benefits and an alternative option reflecting some- 
what different considerations. 

The first is a relatively simple illustrative option, incorporating 
features for which there appears to be a fair degree of popular 
support. Examination of the practical results of adopting that option 
will show, however, that it has certain unexpected and perhaps 
undesirable consequences. Accordingly an alternative option is also 
presented, rather more complex and perhaps superficially less 
attractive, but the practical results of which may be found to conform 
more closely with what the public would wish to see emerge from 
this review. 

After careful consideration, the government has decided not to 
put forward a consultation option for the reform of elderly benefits. 
One reason for this is that the universal payment component of 
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elderly benefits constitutes a much larger portion of the “package” 
than in the case of child benefits, and accordingly the regressivity 
associated with some of the tax components is relatively much less 
significant. In the government’s view no change is required in the 
Old Age Security/Guaranteed Income Supplement payments system. 

In the Throne Speech of last November 5, the government 
committed itself to enter discussions with the provinces aimed at a 
comprehensive overhaul of the Canadian pension system, including 
such matters as portability, vesting, survivors’ benefits, and pension 
coverage of women. The passage in question stated that an impor- 
tant element in this approach would be the consideration of 
measures designed to encourage Canadians to save for their 
retirement. Those discussions, it is expected, will range over the 
whole broad field of retirement income from all sources, not limited 
to the government programs to provide benefits for the elderly 
which have been examined in this paper. Other relevant sources of 
retirement income are benefits under contributory pension plans 
both governmental and private, and income from the many forms of 
private savings including registered retirement savings plans and 
various kinds of annuities. Consideration in this way of the reform of 
our national pension system will provide a suitably broad context in 
which to consider possible changes in the tax provisions affecting the 
elderly, provisions which relate to income from the wide range of 
sources indicated. 

While not proposing changes at this time in the elderly benefits 
system, the government invites proposals and comments regarding 
the age exemption and the pension income deduction in the elderly 
benefits system to assist it in its formulation of policy on compre- 
hensive reform of the retirement income system. 

The considerations relating to change in the present system, and 
the models of possible change mentioned above, are intended to 
assist in the public’s consideration of the principles involved and of 
the avenues for improving the fairness and effectiveness of the 
programs; it is hoped that thereby they will contribute usefully to the 
process of consultation. They do not constitute specific proposals for 
change endorsed by the government. Changes which may be 
adopted in the light of this consultation are likely to differ from the 
models, and their form will in fact depend upon the views of 
Canadians as expressed through the consultative process. Views 
which may be expressed in response to this paper will therefore be 
very important in the further development of these programs. 
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VI Child Benefits 


Consultation Option 


As mentioned earlier in the paper, proposals for change in the 
child benefit system have focussed on the child tax exemption. A 
reform to the system could be implemented involving the elimina- 
tion of this exemption, an increase in the Child Tax Credit from the 
current $367 a child to $595 a child to protect low income families, 
and a reduction in the level of net family income where the credit 
begins to be reduced from $26,330 to $20,500. 


Such an option would be consistent with the principles and 
conclusions stated earlier in the paper. It would provide additional 
benefits to the lowest income families with children, would retain 
universality, and would result in a fairer distribution of benefits from 
the system as a whole. Some modest savings to the federal govern- 
ment, estimated at $80 million, would remain for other priority 
concerns in the social envelope. Details of the impact of this option 
can be found in Annex D. 


However, this option also has unintended consequences. For a 
one-earner, two-child family, total benefits would be reduced 
compared to the existing system at a family income of approximately 
$23,000, and at a family income of $30,000 the reduction would be 
substantial at $322. These consequences result because the elimina- 
tion of the exemption produces $330 million in additional tax 
revenue to the provinces, an amount which is transferred from 
families with children and is not available for redistribution. 


An alternative approach, which would significantly improve the 
outcome for families in the middle income range between $20,000 
and $40,000 of family income, can be designed. It could involve, for 
example, the reduction of the child tax exemption to $240 from $710 
per child, the reduction of the Family Allowance from $31.27 per 
month per child to $20 per month per child, an increase in the Child 
Tax Credit to $610 per child from $367 per child and a reduction in the 
level of net family income where the credit begins to be reduced 
from $26,330 to $25,000. This would result in additional tax revenue of 
$130 million for the federal government and $150 million for 
provincial governments. Details of the impact of this alternative 
option can be found in Annex E. 


This option would also put additional benefits in the hands of 
the lowest income families with children. It too would retain 
universality and result in a fairer distribution of benefits from the 
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system as a whole. The savings at the federal level are somewhat 
greater than in the first option, while the additional tax revenues for 
the provinces would be reduced. 

It might be supposed that the reduction in Family Allowances in 
this model would cause hardship. For lower income families, 
however, exactly the opposite is true, because of the increase in the 
Child Tax Credit. For the 265,000 families with dependent children 
and income below $10,000, there would be an average net increase 
of $175 annually over the current level of benefits. For the 565,000 
families in the income range of $10,000 to $20,000 the average net 
increase would be $130, and for the 640,000 families in the $20,000 to 
$30,000 range it would be $65. Above a family income level of $30,000, 
on the other hand, there are some 1.8 million families who would see 
their average net benefits reduced, by $120 at the lower end of the 
scale and by $375 above $50,000 of income. 

The foregoing figures represent averages for all families with 
dependent children, including single parents and married couples 
with one or both parents earning income. A total of 1.7 million 
families would receive an average increase of $105. For single parents 
(mostly women) the effect of this model would be even more 
favourable; a total of 534,000 single parents with dependent children 
would receive an average increase of $164. 

Both of these models yield a level of net savings to the federal 
government ($80 million in the first case, $130 million in the second) 
which is modest in relation to the total cost of more than $4 billion for 
child benefits, and less than what is likely to be required to fund 
other urgent social initiatives. At the same time, they would produce 
substantial windfall savings for the provinces ($330 million in the first 
case, $150 million in the second). This is principally because the 
diminished role of the child tax exemption in both cases (eliminated 
in the first, sharply reduced in the second) would result in large 
increases in tax revenue for both levels of government, but with 
much of the federal increase being re-allocated to offset losses and 
improve benefits for lower income families. 

The federal government has already expressed its view that 
savings generated by changes in social programs should be applied 
to priority social objectives. In considering options which would 
result in windfall savings to the provinces, it would expect to discuss 
with them how this concept might apply with respect to such savings. 

Other models can be developed, which would for example 
reduce or eliminate windfall savings to the provinces, or increase the 
net savings made available to the federal government for new social 
initiatives. Each would have its own associated consequences for the 
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distribution by income of the child benefits available to families. A 
difficult judgment may be required on the balance to be struck 
between the maintenance of existing benefits, the reallocation of 
funds to improve benefits provided by these programs to those most 
in need, and the freeing up of funds for other social programs. 


Features which might be incorporated in such alternative 
approaches, consistent with the government’s statement of the 
principles and conclusions underlying this review, could include a 
phased elimination of the child tax exemption above a set level of 
income combined with an increase in the Child Tax Credit, or the 
total elimination of the child tax exemption combined with an 
amalgamated Family Allowance and enriched Child Tax Credit. 


While the government is prepared to consider any of these 
varied approaches to reform consistent with the principles and 
conclusions stated earlier, they raise anumber of questions on which 
it is seeking the views of Canadians through the consultation process. 
At what level of family income is it appropriate for redistribution to 
begin to occur? Is it more important to maximize the increase in 
benefits to low income families with children or to protect as much as 
possible families in the middle income range? Should all federal 
savings be put back into the system for redistribution or should a 
portion be set aside for other priority concerns in the social affairs 
area? Would sharp increases in the Child Tax Credit make it desirable 
for this benefit to be paid more than once a year? Should program 
changes be designed to produce an impact on the provinces that is as 
neutral as possible? If not, how should the federal government 
approach the issue of net provincial gains and losses with the 
provinces? 


Vil The Consultation 


Process 


Upon the tabling of this paper in the House of Commons it will 
be referred to the Standing Committee on Health, Welfare and 
Social Affairs. To assist the Committee in its deliberations, the 
Department of National Health and Welfare will be prepared to 
provide detailed analysis of the impact of additional reform 
proposals which the Committee may have occasion to consider. 
Groups and individuals wishing to do so may also make representa- 
tions, personally or in writing, to the Minister of National Health and 
Welfare. The Standing Committee will be asked to present its report 
to the House on the issues raised in this paper by March 31, 1985. 
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VIII Conclusion 


As part of the consultation process begun in the Economic and 
Fiscal Statement and accompanying Agenda Paper, this discussion 
paper has been prepared to foster an open and objective exchange 
of ideas about our child benefits and elderly benefits programs and 
their role in assisting Canadians. In approaching change, the 
government will be guided by the three commitments expressed at 
the outset of this paper. Those are: preserving the universality of 
Family Allowances and Old Age Security; retaining the use of 
income tests, and rejecting a means test, as the basis for determining 
eligibility for selective benefit programs; and applying any savings in 
program costs to pressing social objectives, including the protection 
of those in greatest need, rather than to deficit reduction. 

Although the options presented in this document, and the 
possible variations of or alternatives to them which are identified, are 
consistent with these commitments, their real purpose is to focus 
discussion by displaying different possible approaches and their 
practical consequences. They are not intended as statements of 
preference, and the government will await the response of Cana- 
dians before coming to policy decisions. If changes are in fact 
decided, the option chosen is likely to differ somewhat from any of 
those outlined. 

As the government carries through its consultation process over 
the coming weeks, it is hoped that Canadians will make known their 
views on these important issues. 
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ANNEX A 
Description of Child 
Benefit Programs 


Approximately 3.6 million families with children in Canada 
receive child benefits. This Annex describes the current design and 
operation of the child benefit programs and provides a chronology 
of how this system has evolved. The distribution of benefits is shown 
in Table 1. 


Family Allowance 


The federal Family Allowance is a universal program which 
provides monthly payments to all families with dependent children 
under age 18. Typically, benefits are delivered to the mother. The 
payments are taxable and are indexed annually to the cost of living. 
In 1985, Family Allowances are $31.27 per child per month with 
variations in this amount in two provinces, Quebec and Alberta. 


Since Family Allowances are taxable, they provide tax revenues 
to the federal government and to the provinces which have tax 
collection agreements. Quebec collects its own provincial income 
taxes, and does not tax Family Allowances. 


Child Tax Credit 


The Child Tax Credit is a refundable, income-tested tax credit. In 
1985, it will provide $367 per child in respect of the 1984 tax year to 
families with family income below $26,330. Benefits are reduced by 
$5 for every $100 of family income in excess of $26,330 so that, for a 
two-child family, benefits cease at about $41,000. The value of the 
credit is indexed annually, although the income at which benefits 
begin to be reduced is frozen at $26,330. 


Since it is refundable, this tax credit provides an offset against 
federal taxes otherwise payable. When the value of the credit 
exceeds federal tax payable, the excess is paid directly to the tax filer. 
Benefits are delivered through the tax system in the form of a single 
payment made at tax-return time to the parent receiving the Family 
Allowance cheque. As it is a federal credit, it has no implications for 
provincial revenues. 
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Child Tax Exemption 


The child tax exemption provides a deduction from income for 
tax purposes on behalf of a dependent child. The exemption is 
currently $710 for a child under 18 and is no longer indexed to the 
cost of living. The parent claiming the exemption must report Family 
Allowances as income. The original purpose of this provision was to 
provide fairness through the tax system for taxpayers with and 
without children. 


The exemption not only reduces federal taxes payable but, 
because of the tax collection agreements with all provinces except 
Quebec, also reduces provincial taxes in those provinces. 


Table 1 
Child Benefits 
Net Annual Benefits per 


Child (1984)* 


Income 
Program $10,000 $20,000. $30,000 $45,000 $80,000 
Family Allowances 359 256 235 197 175 
(after taxes) 
Child Tax Exemption 0 203 246 320 363 
Child Tax Credit 343 343 303 0 0 
Total Net Benefits 702 802 784 517 538 


*Benefits received for one-earner two-child families residing in Ontario. 


Together, these three programs constitute a package of assist- 
ance to families with children and may be referred to as the child 
benefits system. This system has evolved over time and has been 
importantly restructured over the last ten years in order to provide 
greater assistance to lower and middle-income families. A complete 
chronology of changes to child benefits follows. 


1918 
Child tax exemptions of $200 for each child under 16 were 


introduced. 
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927 
Exemption increased to $500 and extended to all children under 21. 


1933 
Exemption reduced to $400. 


1942-1946 
Exemptions abandoned in favour of non-refundable tax credit of $80 
per child. 


1945 

The Family Allowance program was introduced. Benefits were 
payable to the mother in respect of children under 16. Benefits 
ranged from $5 to $8 per month depending on the age of the child 
and reduced benefits were paid in respect of the fifth and succeed- 
ing children. 


1945-1947 

A variable tax was imposed on Family Allowances. Under this 
scheme, a portion of benefits was repaid through the personal 
income tax system, where the percentage was determined by the 
filer’s taxable income. 

1947 

Child tax exemptions were reintroduced and provided exemptions 
of $100 for children qualified for Family Allowances and $300 for 
children not so qualified (mainly children aged 16 and 17). 

1949 

Reduced Family Allowance benefits for the fifth and succeeding 
children were removed. 

1964 

Youth Allowances of $10 per month were introduced for children 16 
and 17. 

1973 

New Family Allowances Act subsumed previous acts governing 
Family Allowance and Youth Allowance and implemented following 
changes for January 1, 1974: 

® monthly benefit increased to $20 for each child under age 18 
® benefits made taxable and indexed annually to CPI 

® provinces allowed to configure benefits 

1974 

Child tax exemption indexed as part of indexing of the personal 
income tax. 

1976 


Indexing of Family Allowances temporarily suspended for one year, 
resumed in 1977. 
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1977 

A tax credit of $50 per child was added to the federal tax reduction in 

1977. Federal tax payable was reduced by $50 per child, subject to the 

normal maximum tax reduction of $500. 

1978 

Child benefits restructured effective January 1, 1979 with: 

@ Family Allowances reduced to $20 per child per month (from 
$25.68) 

@ refundable Child Tax Credit introduced at $200 per child; 
reduced by $5 per $100 of net family income above $18,000 

@ existing tax reduction of $50 per child eliminated 

@ Child tax exemption reduced for children aged 16 and 17. 

1982 

Indexation of Family Allowances and Child tax exemption limited in 

1983 and 1984 to 6 per cent and 5 per cent respectively in compliance 

with “6 and 5’ program. 

Child Tax Credit increased by $50 to $343 for 1982 tax year (payable i in 

1983). 

1983 

Reallocation within the child benefit system which: 

@ maintained the enriched level of the Child Tax Credit ($343) for 
1983 tax year 

@ froze (at $26,330) the threshold level of income above which Child 
Tax Credit benefits are reduced 

@ froze (at $710) the value of the Child tax exemption for 1983 and 
future tax years 

1984 

Normal indexation of Family Allowances resumed in January 1985. 
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ANNEX B 
Description of 
Elderly Benefit 

Programs 


There are approximately 2.5 million elderly persons in Canada 
receiving benefits from the elderly benefit system. This Annex 
presents the main characteristics of the four program components of 
elderly benefits. The distribution of benefits is shown in Table 2. 


Old Age Security 


Old Age Security (OAS) provides a universal taxable benefit, 
regardless of other income, to all persons over age 65 who meet the 
residence requirements. The Old Age Security pension is indexed 
quarterly in line with increases in the Consumer Price Index. In 
January 1985, the maximum monthly Old Age Security pension is 
$273.80. As a taxable benefit, OAS benefits provide tax revenues to 
the federal government and to the provinces which have federal- 
provincial tax collection agreements. 


Guaranteed Income 
Supplement and Spouse’s 


Allowance Programs 


The Guaranteed Income Supplement (GIS) provides income- 
tested benefits to low-income OAS recipients. Maximum benefits, 
which are indexed quarterly to the CPI, will be $325.41 and $211.93 
per month for singles and married pensioners respectively, as of 
January 1, 1985. | 

The Spouse’s Allowance provides income-tested benefits to 60- 
to-64-year-old spouses of OAS recipients and to widows and 
widowers aged 60 to 64 who had qualified for Spouse’s Allowances 
prior to the death of their spouse. The maximum benefit for spouses, 
which is equivalent to OAS plus GIS at the married rate, will be 
$485.73 per month effective January 1, 1985; for widows and 
widowers the maximum benefit will be $536.26. 
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The government has proposed to extend the eligibility of the 
Spouse’s Allowance program to all low-income widows and 
widowers between the ages of 60 and 64. 


Age Exemption 


The age exemption is a provision under the Income Tax Act that 
allows persons aged 65 and over to reduce their taxable income in 
1984 by $2,480. The exemption is indexed to increases in the CPI and 
may, depending on income, be transferred from one spouse to the 
other. 


Pension Income 


Deduction 


The pension income deduction is a provision under the Income 
Tax Act that allows persons to deduct the first $1,000 of private 
pension or annuity income from their taxable income. This deduc- 
tion is not indexed but may, depending on income, be transferred 
from one spouse to the other. The pension income deduction is 
available at age 60 to anyone with qualifying income and in certain 
circumstances prior to age 60. 


21 


Table 2 
Elderly Benefits 


Net Annual Benefits for 
Single Individuals 
and Two-Pensioner 


Couples (1984) 


Single Income* 

Program $ 0 $4,000 $8,000 $15,000 $30,000 $50,000 
OAS (after tax) 3,219 2,809 2,361 PPA 2,009 15707 
GIS 3,419 1,525 0 0 0 0 
Tax Exemptions 0 410 925 1,022 1,308 1,569 
Total Benefits 6,638 4,744 3,286 3,294 3,317 35530 
il Two-pensioner Income* 

couple 

Program $ 0 $6,000 $12,000 $25,000 $40,000 $70,000 
OAS (after tax) 6,438 5/2 4,834 4 342 3,746 3,396 
GIS 5,004 2,165 0 0 0 0 
Tax Exemptions 0 726 1,657 2,100 2,699 3,048 
Total Benefits 11,442 8,603 6,491 6,442 6,445 6,444 


*Income excludes OAS and GIS and is assumed to be earned by only one spouse. 


These programs provide an integrated system of assistance for 
elderly persons. The programs have developed over several decades 
and have more recently evolved in a way that ensures that new 
resources for the elderly are directed to those in greatest need. For 
example, the three benefit increases provided to the elderly since 
1979, other than by regular indexation, have been directed only to 
recipients of the GIS. Most recently the federal government has 
indicated its intention to extend eligibility for Spouse’s Allowances 
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to all low-income widows and widowers aged 60 to 64, starting in the 
fall of 1985. A chronology of changes to elderly benefit programs 
follows. 


1927 

Introduction of the Old Age Pensions Act which provided for cost- 
sharing with the provinces of a means-tested pension for residents of 
Canada aged 70 or over. 

1948 

Introduction of personal income tax exemption of $500 for persons 
aged 65 and over. 

1951 

Section 94 of the Constitution Act, 1867 (formerly the British North 
American Act) was amended to authorize Parliament to make laws in 
relation to old age pensions. 

Old Age Pensions Act repealed and replaced by the Old Age Security 
Act which beginning in 1952, provided a universal flat-rate pension 
payable at age 70, financed by special ear-marked taxes. 

1966 

The Canada and Quebec Pension Plans (CPP/QPP) were introduced. 
Eligibility age for benefits payable under OAS programs and CPP 
lowered to age 65 one year at a time beginning with age 69 in 1966. 
Introduction of cost-of-living adjustments for OAS and CPP subject 
to 2% limit. 

1967 

The Guaranteed Income Supplement (GIS), an income-tested pen- 
sion equivalent to 40% of OAS, was introduced. 


1971 

Introduction of GIS married rate and GIS single rate — $55 monthly 
for singles and $47.50 for two-pensioner couples. 

Over-65 tax exemption increased to $650 annually. 

1972 

Annual indexing of OAS by full increase in Consumer Price Index. 
The special tax for financing OAS was discontinued. 

1973 

The quarterly indexation of OAS and GIS was introduced effective 
October 1973. 

1975 

The Spouse’s Allowance (SPA) was introduced. 

OAS Fund abolished; payments to be made out of Consolidated 
Revenue Fund. 

Introduction to the Income Tax Act of pension income deduction of 
$1000 effective 1975 and subsequent taxation years. 
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1977 

Residence requirements amended to provide for partial OAS 
pensions calculated at the rate of 1/40th of the full OAS pened for 
each year of residence in Canada after age 18. 

The new residence rules apply to residents of Canada nie were 
under 25 years of age on July 1, 1977, and to persons of any age who 
were outside Canada on that dirs had no prior residence in Canada 
after reaching age 18 and were not in possession of a valid immigrant 
visa. 

Provision made for inclusion of OAS pensions in international social 
security agreements. 

1978 

Provision made to continue the payment of SPA for up to six months 
following death of pensioner spouse, at the same rate payable at 
pensioner’s death. 

1979 

In addition to regular indexing, maximum monthly GIS and SPA rates 
were increased by $20 per pensioner household ($10 for each spouse 
in a couple; $20 for single pensioners). 

Provision made to continue paying SPA following pensioner 
spouse’s death until SPA beneficiary reaches age 65 or remarries. 
1980 

Effective July, maximum monthly GIS and SPA rates increased by $35 
per pensioner household ($17.50 for each spouse in a pensioner 
couple; $35 for single pensioners), in addition to regular indexing. 
1983 

Indexation of basic OAS pension limited to 6 per cent in 1983 and 5 
per cent in 1984. 

GIS remained fully indexed to Consumer Price Index. 

1984 

GIS single rate increased by $50 monthly in two stages effective July 
and December 1984. 

Provision made to adjust GIS benefits so as to provide low-income 
persons receiving partial OAS pensions the same minimum gua- 
rantee from OAS/GIS/SPA as persons receiving full OAS. 

1985 

Normal indexation of the OAS pension resumed in January. 
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ANNEX C 
Federal Expenditure on 
Child Benefits and 
Elderly Benefits 
1984 
($ million) 


Tax Revenue 


Child Benefits: Expenditure Cost Total 
Family Allowances 2,360 -450 1,910 
Child Tax Exemption - 860 860 
Child Tax Credit ~ 1,325 13325 
Total Child Benefits 2,360 1,735 4,095 


Tax Revenue 


Elderly Benefits: Expenditure Cost Total 
OAS 8,065 -515 7,550 
GIS/SPA 3,030 ~ 3,030 
Age Exemption - 560 560 
Pension Income Deduction - 105 105 
Total Elderly Benefits 11,095 150 11,245 
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ANNEX D 


Consultation Option 
Redistribution of Child 


Benefits 


Description 


In this example, Family Allowances remain unchanged at their 
1985 level of $31.27. The child tax exemption is eliminated and, in 
order to protect benefits for low and middle-income families, the 
Child Tax Credit is increased to $595 per child from the $367 which is 
payable in 1985. At the same time, the’ income level at which the 
Credit is phased out is reduced from $26,330 to $20,500. 


Financial Implications 


In 1985, federal government savings which would result from the 
implementation of this option are estimated at $80 million and 
savings to the provincial governments at $330 million. The federal 
savings would decline in future years. 


Distributional Impact 


The following table shows the changes in aggregate benefits, 
and the number of families experiencing a change in benefit, by 
family income. 


Family Families Receiving Families Receiving 
Income Increased Benefits Reduced Benefits 
Number of Average Number of Average 
Amount Families Gain Amount Families Loss 
($) ($M) (000) ($) ($M) (000) ($) 
<10,000 96 269 358 - - - 
10,000 - 20,000 141 570 248 - - _ 
20,000 - 30,000 58 434 133 34 266 127 
30,000 - 40,000 5 40 120 181 684 264 
40,000 - 50,000 1 8 94 167 548 302 
50,000 + - = = 329 738 442 


Total 301 1,321 228 711 2,236 316 


Impact on an 


Individual Family 


The impact on an individual family will vary by family type, 
number of children, and province of residence. The following graph 
shows total benefits received by a two-parent, two-child family in 
Ontario as income rises, under the existing and the optional systems. 
Reductions in benefits begin for families with incomes of ap- 
proximately $23,000. Benefits at selected income levels are shown in 
the inset table. 


New System 


eg 


S - 
ra =i Existing Existing System 
System we 
cm) 
j=) 
— ‘=; 
F = 
‘G . 
= Family Existing New Change in New 
a Income System System Benefits po System 
Zs 8) (8) ) ($) 
= 8 
Mf 0 1,484 1,940 456 
re 10,000 1,508 1,875 367 
od 20,000 1,676 1,729 53 
30,000 1,635 15313 -322 
40,000 1,196 796 400 
50,000 1,052 417 635 
oO 
0 9000 18000 27000 36000 45000 


1985 Family Earnings ($) 
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ANNEX E 


Alternative Option 
Redistribution of Child 


Benefits 


Description 


In this example, Family Allowances are reduced to $20 per 
month from their 1985 level of $31.27. The child tax exemption is 
reduced to equal the new value of Family Allowance (i.e., from $710 
to $240 per annum). In order to protect benefits for low and modest- 
income families, the Child Tax Credit is increased to $610 per child 
from the $367 which is payable in 1985 (in respect of 1984 tax year). At 
the same time the threshold level of income above which benefits 
begin to be phased out is decreased from $26,330 to $25,000. 


Financial Implications 


In 1985, federal government savings which would result from the 
implementation of this option are estimated at $130 million and 
savings to the provincial governments at $150 million. Savings to both 
levels of government would decline in future years, but more slowly 
in the case of the provinces. 


Distributional Impact 


The following table shows the changes in aggregate benefits, 
and the number of families experiencing a change in benefits, by 
family income. 
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eee 


Family Families Receiving Families Receiving 


Income Increased Benefits Reduced Benefits 
Number of Average Number of Average 
Amount _ Families Gain Amount _ Families Loss 
($) ($M) (000) ($) ($M) (000) ($) 
<10,000 45 265 175 - a = 
10,000 - 20,000 75 565 130 - ~ - 
20,000 - 30,000 45 640 65 2 65 120 
30,000 - 40,000 10 180 65 80 550 140 
40,000 - 50,000 3 60 50 a 505 190 
50,000+ 1 10 60 275 745 375 
Total 180 1,720 105 455 1,865 245 


Impact on an 
Individual Family 


The impact on an individual family will vary by family type, 
number of children, and province of residence. The following graph 
shows total benefits received by a two-parent, two-child family in 
Ontario as income rises, under the existing and optional systems. 
Reductions in benefits begin for families with incomes of ap- 
proximately $28,000. Benefits at selected income levels are shown in 
the inset table. 
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1985 Net Child Benefits ($) 
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